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Since the return on capital payment is provided as an 

incentive for the expansion of Medicaid services by the 

private sector, only those facilities that
were established 

as profit earning centers were selected the calculation 

of the baseperiodcosts.Non-profitfacilitieswere 

excluded fromthe base period
calculation. 


2) Inflation Adjustment To Current Period "Deemed Asset Value" 


The plan uses the index for the rental value of a home 
computed as part of the CPIas the appropriate measure for 
approximating the increase in the value of nursing home 
assetsinSouthCarolinasince1980-1981. This index 
measures the increase in the amount that homeowners on 
average could get for renting their homes. For the period 
from 1980-1981 through the federal cost year 2002-2003, 
this index rose163.785 percent. 


Inflating the base period market value of $15,618 by the 

index for homeowner's rent, the "Deemed Asset Value" for 

cost year 2002-2003 is $41,198 per bed and will be used in 

thedetermination of nursingfacilityratesbeginning 

October 1, 2004. 


3 )  Calculation of "Deemed Depreciated Value" 

will depreciation already
The plan exclude payments 

received by operators from the Deemed Asset Value on the 

theory that the depreciation charges represent a reasonable 

valuation of the decline in the worth of the assets from 

old age. The result is the "Deemed Depreciated Value." 


For a facility existing prior to July 1, 1989, the plan 

will continue to reimburse for actual depreciation costs 

based on a straight line apportionment of the original cost 

of the facility and the actual value of any additions. 

Effective October 1, 1990, for new facilities established 

or new beds entering the Medicaid Program
on and after July 
1, 1989, depreciation payments will beset based on actual 
construction costs, or the Deemed Asset Value when the 
facilitybeginsoperations,whicheverislower,andon 
applicable Medicare guidelines for depreciation. However, 
building depreciation for all new facilities/new beds on 
line on or after July 1, 1991 will be assigned a useful 
life of 40 years. Accumulated depreciation to be used to 
offset the deemed asset value for new facilities will be 
based on accumulated allowed depreciation (i.e. the lesser 
of actual depreciation or that determined by the Deemed 
Asset Value). 
For bed increases of less than
50% (i.e. no six months cost 
report is filed), recognition of capital costs will be made 
at the point in time these beds are certified for Medicaid 
participation.Furthermore,thatportionofthecost of 
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1, 2004,  

Reserve.  
this  

could be raised by borrowing from the banks. But this 

would be rather costly for the small investor, who would 

probably have to pay a rate of interest in excess of the 


' prime rate. 

The plan sets the rate of return for a fiscal year at the 

average of rates for thirty year Treasury bonds (through 

2001) and the long-term average of Treasury rates longer 

than 25 years(effective2002) for the latest three 

completedcalendaryearsprior to thefiscalyear, as 


. 	 determined by the Division of Research and Statistics of 
the BudgetandControlBoard,based on latestdata 
published by. the Effective 
October israte 5.31%. 1 
Acknowledging a newly constructed facility's plight
of high 

per bed construction costs and interest rates as great and 

greater than the market rate of return, the rate of return 

for these facilities will be the greater of the interest 

rate incurred by the facility or the industry market rate 

of return as determined by the Budget and Control Board. 

These facilities will only be allowed their interest rate 

(if greater) during a transition period which is defined as 
the rate period beginning with the facility's entrance into 
the Medicaid program and ending at that point in time in 
which the facility files its first annualFYE September 30 
cost report that will be used to establish the October 1 
rate (i .e. period ends September30). In no circumstances 
will the allowed interestrate exceed 3% above theindustry 
market rate of return. 

5 )  Additions To Facilities After 1981 

The plan intends to provide adequate incentives for the 
expansion of nursing home services bythe private sectorof 
the state. The Deemed Depreciated Value takes into account 
the wearing out of facilities, but does not include any 
factorforadditionsorupgradings to thefacilities. 
Operatorswhohavemadecapitalimprovements to their 
facilities since 1981 are permitted to add the amount of 
the investment to their Deemed Asset Value. Operators are 
also permitted to add the cost of future additions and 
upgradings of facilities to their Deemed Asset Value. This 
provisionwillprovide an incentivetooperators to 
reinvest part of their cash flow back into the facility to 
maintain and improve the level of service provided by the 
operator. For clarification purposes, capital expenditures 
incurred by new beds on line on or after July 1, 1989 
duringtheinitialcostreportingperiodwillnot be 
consideredimprovements,as but as part of actual 
construction costs. 

6) Computation of Cost of Capital 

The cost of capital for each patient day served would be 
calculated for each nursing home basedon the Deemed Asset 
Value. The computationof the rate of reimbursement for  the 
cost of capital is illustrated below in Table 1 for the 
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11. Audit-

I 

For the state fiscal years beginning July 1, 2003 and ending June 3,0, 2005, 
funding for the implementation of the october 1, 2003 and october 1, 2004 I 
Medicaid nursing facility rates has been provided by intergovernmentdl 
transfers received from qualifying non state owned public nursing facilities 
via the Essential Public Safety Net Nursing Facility supplemental Payment
Program. This funding arrangement as allwed by the Centers for Medicare and 
Medicaid Services, sunsets on July 1, 2005. Therefore, in the event that funds 
are not appropriated by the south Carolina General Assembly to  replace these 
funds effective July 1, 2005, future Medicaid nursing facility rates will be 
adjusted and limited to  the january 1, 2003 Medicaid nursing facility rates 
annual expenditure level. 
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C. 	 REIMBURSEMENT METHODOLOGY TO BE USED IN THE calculation OF THE 
MEDICAID REIMBURSE" RATES 

A prospective rate shall be established
for each nursing facility 

separately based on the facility's cost report, and upon the 

standardcostswhicharedeveloped in accordancewith the 

methodology described below. In the event that audit adjustments 

are made to cost reports in accordance withTitle XIX and Title 

XVIII Program rules, regulations, policies and procedures, the 

rate of payment will be established so as to be consistent with 

the facility's
cost as audited. In the eventthatsuch 

adjustment is made subsequent to the date that a facility was 

paid an incorrect rate based on unaudited costs, the facility 

will be liable to repay to the South Carolina Department of 

Health and Human Services the difference between
the audited rate 
and the interim rate forthe contract period. In a case in which 
an audited rate exceeds the interim rate, the South Carolina 
Department of Health and H u m a n  Services will be liable to repay
the facility the difference between the audited rate and the 
interim rate for the contract periods beginning on or after 
October 1, 1994. 

Effective October 1, 1995, nursing facilities whichdo not incur 

an annual Medicaid utilization in excess of 1,000 patient days 

will receive a prospective payment rate which will represent the 

average industry rate at the beginning of each rate cycle. The 

average industry rate is determined by summing
the October 1 rate 

of each nursing facility and dividing by the total number of 

nursing facilities. This rate will not be subject to change as a 

result of any field audit, but will
be subject to change based on 

the lower of cost or charges test to ensure compliance with the 

state plan. 


Minimum occupancy levelsof 96% are currently being utilized for 

Medicaid rate setting purposes. Effective on and after October 

1, 2003, Medicaidratesfornursingfacilitieslocatedin 

counties where the county occupancy rate is less than 90% based 

uponthe FYE September 30 costreportinformationwillbe
rpolicy: established 1the using 


0 	 The SCDHHS will waive the 96% minimum occupancy requirement 
used for rate setting purposes for those nursing facilities 
located in countieswhoseoccupancyislessthan90%. 
However, standards will remain at the 96% minimum occupancy 
level. 

0 	 The SCDHHS willcalculatetheaffectednursingfacilities' 
Medicaid reimbursement rate based upon the greater of the 
nursing facility'sactualoccupancy or theaverage ofthe 
county where the nursing facility is located. . In those counties where there is only one contracting nursing 

the facilityfacility in county, the nursing Medicaid 

reimbursement rate will be based upon the greater of the 

nursing facility's actual occupancy or
85%. 
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Effective October 1, 1995, for the purpose of establishing all 

cost center standards, the facilities are grouped according to 

bed size. The bed groupings are: 


0 Through 60 Beds 
61 Through 99 Beds 
100 Plus Beds 

E D. ALL STANDARDS, EXCEPT FOR GENERAL SERVICES, FOR PROPRIETARY AND1,
NONPROFIT FACILITIES(EXCLUDINGSTATE OWNED) WILL BE COMPUTED 
USING PROPRIETARY FACILITIES ONLY. EFFECTIVE OCTOBER 1, 1997, 
HOSPITAL BASED PROPRIETARY NURSING FACILITIES WILL BE EXCLUDED 
FROM THE COMPUTATION OF ALL STANDARDS, EXCEPTFOR GENERAL 
SERVICES. THE GENERAL SERVICE STANDARD WILL BE COMPUTED USING 
PROPRIETARY AND NONPROFIT FACILITIES (EXCLUDING STATE OWNED) . A 
BRIEF DESCRIPTION ON THE CALCULATION OF ALL THE STANDARDS IS AS 
FOLLOWS: 

1. General
Services: 


a. Accumulateallallowable cost fortheGeneral 
Services cost center (Nursing & Restorative) for all 
facilities in each bed size. 

/ 

b. Determine total patient days by multiplying total 

beds for all facilities in each group by 96%).x 


c. Calculate the mean cost per patient day by dividing 

total cost in (a) by total patient days in
(b). 

d. Calculate the standard by multiplying the mean by 

105%. 


e. The establishment of the General Services standard 

forallnursingfacilities(excludingstateowned 

facilities)willbebasedontheaverageofthe 

percentage of Medicaid
Level A patients/total 
Medicaidpatientsserved.Rateseffectiveonor 
after October 1, 2000 will be computed annually using 
theDHHSAriesreportreflectingnursingfacility 
utilization by acuity uponpatient based the 
precedingJuly 1 throughJune 30dataperiod. 
Effective October 1, 2003, co-insurance days for dual 
eligibles are excludedfromthecomputation. The 
General Services standard for each separate facility 
will be determined in relation to the percent of 
Level A Medicaid patients served, i.e., the base 

determination
(d.) will
standard in above be 

decreased as the percent of LevelA Medicaid patients 

is decreased and increased as the percent of Level
A 
Medicaid patients is increased. 
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4. 	 For costs not subject to standards, the cost determined 

in step 2 will be allowed in determiningthe facility's 

rate. 


5. Accumulate costs determined
in steps 3 and 4. 


6. 	 Inflate the cost in step 5 by multiplying the cost in 

step 5, by the inflation factor. The maximum inflation 

factor that can be used will be that provided by the 

State of SouthCarolinaDivisionofResearchand 

Statistical Services and is determined
as follows: 


indiceseach
a. Proxy for ofeleven
the major 
expenditure components of nursing homes, (salaries, 
food,medicalsupplies,etc. 1 during the third­
quarterof 2004 wereweightedby the expenditure 
weightsof the longtermcarefacilities.These 
eleven weighted indices aresummed to one total proxy 
index forthe third quarterof 2004. 


b. Proxy indices are estimated for each of the eleven 

major componentsnursing
expenditure of homes, 

(salaries, food, medical supplies, etc.), during the 

third quarter of 2005 and then weighted by the same 

expenditureweights as instep a. Theseweighted 

proxy indices were summed to one total proxy index 

for thethird quarter of 2005. 


C. The percent change in the total proxy index during 

the third quarter of 2004 (as calculated in step a), 

to the total proxy index in the third quarter of 2005 

(ascalculatedinstepb) , was 4-7%. Effective 
October 1, 2004 the inflation factor used was 4.7%.-

7. 	 The per patient day cost of capital will be calculated 

by dividing capital cost as determined under IF(C) of 

thisplanbyactualpatientdays.However,ifthe 

facility has less than 96% occupancy, actual days will 

be adjusted to reflect 96% occupancy. 


8 .  	 Cost Incentive - General Services, Dietary, and Laundry, 
Housekeeping, and Maintenance 

If the facility's actual allowable costs for these three 

cost centers are below the sum of these three allowable 

cost standards, the facility will be eligible for a cost 

incentive of an amount equal to the difference between 

the sum of the standards and the sum of the facility's 


the
actual costs, up to 7% of sum of the standards. 


9. 	 Profit will be allowed if the provider's allowable cost 

is lowerthan thestandard as follows: 


a. Administration and Medical Records & Services - 100% 
of difference with no limitation. 
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Ceiling on profit will be limited to 3a 1/2% of the sum 

of the provider's allowable cost determined in step 2. 

The sum of the cost incentive and tbe profit cannot 

exceed $1.75 per patient day. 


10. 	 For rates effective October 1, 2004 the provider's 7 
reimbursement rate under this concept will be the total 
of costs accumulated in step 6, cost of capital, cost 
incentive, and profit. 

D. payment for Hospital-based and Non-profit Facilities 


Hospital-based and facilities
non-profit will be paidin 

accordance with Sections
I11 A, B, and C. 

E. Payment determination for a new facility, replacement facility, 

change of ownership through a purchase
of fixed assets, changeof 
ownershipthroughalease of fixedassets,when a facility 
changes its bed capacity by more than fifty percent (50%), or 
when temporary management isassigned by the state agency to run 
a facility. 

The following methodology shall be utilized
to determine the rate 

to be paid to a new facility or a facility that changes its bed 

capacity by more than fifty percent (50%): 


Based on a six (6) month's projected budget of allowable costs 
covering the first six months of the Provider's operation under 
the Medicaid program, the Medicaid agency will set an interim 
rate to cover the first six ( 6 )  months of operation or through 
the last day of the sixth (sth) full calendar monthof operation. 
The same rate setting methodology previously described will be 
applied to the provider's allowable costs in determining the rate 
except that all standards to be used will be one hundred twenty 
percent(120%)ofthestandardsforthesizeoffacilityto 
adjustforlowerinitialoccupancy.Theonehundredtwenty 
percent(120%)adjustmentisdeterminedbyconsideringthe 
averageeightypercent (80%) occupancyfor the first Six (6) 
months of operation of a new facility versus the m i n i m  of 
ninety-six percent (96%) occupancy required for all facilities 

six
that have been in operation for more than(6) months. 
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will 

the method used to determine the October 1 rate during 

the initial six full calendar month rate period (i.e. 

the October 1 rate during the initial six full calendar 

month rate period will
be the prior owner's September 30 

rate inflated, or the October 1 rate that the prior 

owner would have received ifno change of ownership had 

taken place)
. 
Effective the seventhmonth of operation, the new operator
will be entitled to a new rate based upon his actual cost. 
The rate calculation forthe new operator, based upon his 
actual costs, will be made in accordance with the rate 
setting method as described under Section I11 C of this 
plan. The actual cost report that be filed by the new 
operator will cover the period w h i c h  begins with the 
effective date of the change in ownership and ends on 
September 30, provided that this time period includes at 
least six full calendar months of operation. In other 
words, if the lease is effective between October 1 and 
March 31, the cost report filed by the new operator will 
cover the period which begins with the effective date of 
the change in ownership and ends on September 30. If the 
lease is effective between April 1 and September 30, the 
$cost report filed by the new operator will cover the 
period which begins with the effective date of the change 
in ownership and ends after six full calendar months of 
operation by the new operator. This cost report will be 
due within ninety (90) days after the end of the cost 
reporting period; however, a thirty( 3 0 )  day extension can 
begranted for goodcause. This costreportwill 
determine a rate which will be effective retroactive to 
the new operator's seventh month of operation. 

4 .  	 Fatedeterminationforafacilityinwhichtemporary 
management is assigned by the state agency to run the 
facility: 

Intheevent of theMedicaidagencyhavingtoplace 

temporarymanagementinanursingfacility to correct 

survey/certification deficiencies
, reimbursement during the 
timeinwhichthetemporarymanagementoperatesthe 
facility will be based on 100% of total allowable costs 
subject to the allowable cost definitions set forth in this 
plan, effective October 1, 1990. These costs will not be 
subject to any of the cost standardsas reflected on page4 

oftheplan.Capitalreimbursementwillbebased on 

historical cost of capital reimbursement in lieu of the 

Medicaidagency'scurrentmodifiedfairrentalvalue 

system. Initial reimbursement will be based on projected 

costs, with an interim settlement being determined once 

temporary management files an actual cost report covering

the dates of operation in which the facility
was being run 

by the temporary management. 
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k) 	 Speech and hearing services as described in 42 CFR 
1483-430(b)(1) and (b)(5)(vii). 

1) 	 Food and nutritional services as described in 42 

CFR 5483-480. 


m) Safety and sanitation services as described in 42 
CFR 1483.470 (a), (9) (31, (h) (i), (j), (k), and, 
(1)­

n) services
described
Physician as in 42 CFR 
§483.460 (a). 

Any service (except for physician services) that is required
of an ICF/MR 
facility that is reimbursable under a separate Medicaid program area must 
be billed to therespective program area. Any costs of this nature cannot 
be claimedin the Medicaid cost report. 

E. 


I. 


C 


4.InterimreimbursementratesforICF/MRfacilitieswill be 

calculated based upon cost projections submitted by the 

South Carolina Department of Disabilities and Special Needs 

for the fiscal year in which the rate is to be set. This 

will be done in order to avoid large year end final cost 

settlements and improve the cash flow of the participating

ICF/MR facilities. 


5. 	 The Medicaid Agency will not pay more than the provider's 
customarychargeexceptpublicfacilitiesthatprovide 
servicesfreeor at anominalcharge.Reimbursementto 
public facilities will be limited in accordance with 42 CFR 
S447.271 (b). 

Payment for Swing-Bed Hospitals 


Effective July 1, 1989, the South Carolina Medicaid Program will 

participate in the provision of nursing facility services in 

swing bed hospitals. A rate will be determined in accordance 

with the payment methodology as outlined in this state plan, 

adjusted for the following conditions: 


October 1, 1992, nursing in
A) 	 Effective all facilities 

operation will be used in the calculation of the rate. 


B) The rate excludes the cost associated with therapy services. 


C) 	 The rate reflects a weighted average rate using the state's 

prior FYE June 30 Medicaid permit days. Effective July 1, 

1991, projected Medicaid days were used. 


Intensive Technical Services Reimbursement 


An enhanced rate of $180per patient day may be available fornursing facility 
recipients who require more intensivetechnical services (i.e., those 
recipients who have extreme medical conditions which requires total dependence 
081 a life support system) . Effective october 1, 2003,this rate willbe $188. 
Effective october 1, 2004 this rate willbe $197.OO This rate was determined 2 
through an analysisof costs of 1) a 4 1 rural hospital located in 
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